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AUSTRALIAN KEY ECONOMIC INDICATORS 
JANUARY 1984 to DECEMBER 1984 


All values in $US Million (unless otherwise specified). 

Percentage changes calculated in Australian dollars. Because of the effect of 
the changes in exchange rates, these figures do not correspond to the % change 
which would result if computed from the U.S. dollar figure. 


CY82 


CY83 


CY84 *%change 


Exchange rate: US$1.00=A$ 0.9887 1.1104 1.1402 CY83/CY84 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at current prices 

GDP at constant FY80 prices 

Per capita income current prices’ 
Private equipment/capital exp. 
Household disposable income 
Industrial production index 
(1976/77= 100) 

Weekly wage and salary rate index 
(June 1976 = 100) 

Average weekly earnings(male) 
Labor force ('000) 

Unemployment rate (%) 


MONEY AND PRICES 

Money supply (M3) 

Interest rates 

Savings bank deposit rate 
Commercial bank overdraft 

(for over $100,000) 

Consumer price index(FY81=100) 
Manufacturing price index(FY69=100) 
Retail sales (current prices) 


BALANCE OF PAYMENTS AND TRADE 
Gold and foreign reserves 
BOP (net monetary movements) 
Trade balance 
Exports Total F.0O.B. 

US share($) 

US share (%) 
Imports Total F.0.B. 

US share ($) 

US share (%) 


160,464 
124,737 
10,576 
104.2 
177.8 
333.06 
6,909.8 
7.2 
62,945 


10.83 
16.96 


116.7 


156,459 

111,903 

10,175 

11,952 

113,385 
98. 


187. 


314. 
6,997. 
10. 


62,909 


10. 
14. 


128. 
372. 
38,203 


10,068 
3,011 
+22 
20,557 
2,148 
10. 

19,395 
4,255 


21.9 


173,596 
116,099 
10,282 
12,057 
122,197 
105 


200.6 
335.49 
1, ae 
9.0 
68 ,603 


10.00 
14.13 


133.6 


393.0 
39,646 


10,829 


-1,261 
-849 


23.734 
2,644 
11.14 
23,427 
5,109 
21.8 


+13. 
+6. 
+3. 
+3. 
+10. 
+6. 


+6. 
+9. 
+1. 
-10. 
+12. 


-5. 
= 


+4, 


+5. 
+6. 


+10. 


-143 
4,133 


+18. 
+26. 

+6. 
+24, 
+23. 


-0.5 





3 
AUSTRALIAN KEY ECONOMIC INDICATORS 
JANUARY 1984 to DECEMBER 1984 


PRINCIPAL US EXPORTS TO AUSTRALIA: (all amounts in $US million) 


Office machines and automatic data processing equipment ($589) 
Special transactions and commodities ($461) 

Machinery specialised for particular industries ($433) 
Miscellaneous manufactured articles* ($300) 

General industrial machinery and equipment? and machine parts? 
($294) 

Professional, scientific and controlling instruments and 
apparatus’? ($229) 

Electrical machinery, apparatus and appliances” and electrical 
parts thereof (including non-electrical counter-parts* of 
electrical household type equipment ($224) 

Other transport equipment ($210) 

Road vehicles (including air cushion vehicles ($202) 

Paper generating machinery and equipment ($189) 


PRINCIPAL US IMPORTS FROM AUSTRALIA: (all amounts in $US million) 


Miscellaneous items of trade not else specified and combined with 
confidential items ($807) 

Meat and meat preparations ($451) 

Petroleum, petroleum products and related materials ($343) 
Metalliferous ores and metal scrap ($169) 

Goods re-exported being goods originally imported on a temporary 
basis ($132) 

Fish, crustaceans and molluscs, and preparations thereof ($114) 
Textile fibres (other than wool tops) and their wastes (not 
manufactured into yarn or fabric) ($85) 

Sugar, sugar preparations and honey ($82) 

Iron and steel ($57) 

Other transport equipment ($53) 


Footnotes: 

Australian Dollar devalued December 1983. 
' In $US thousands. 

2 Not elsewhere specified 


Sources: Australian Government publications and Australian Bureau 
of statistics. Reserve Bank of Australia Bulletin 





AUSTRALIA - RAPID GROWTH BEGINS TO GENERATE PROBLEMS 


Key conclusions: 


- inflationary and balance of payments pressures 
are i:creasing in the Australian economy; 


the government will react by raising interest 
rates further thereby slowing domestic growth; 


U.S. export growth to Australia has been strong 
and is likely to continue to be so; and 


the Australian government has relaxed foreign 
investment and foreign banking controls over the 
past year and is more receptive to foreign 
investment proposals. 


Summary: The Australian economy is going great guns. In the past 
two and one half years, the economy has seen 15 percent real growth 
-- which puts Australia's growth rate in this period among the 
highest in the Western World. At the same time, inflation and 
unemployment have fallen significantly. Although this growth was 
stimulated by government spending, the Australian government has 
wisely moved to a fiscal policy restraining the growth in 
expenditures and the increase in the deficit as well. 


In reving up the economy over this period, however, several 
developments took place which raise serious questions about the 
sustainability of this rapid growth. External sector foreign debt 
has risen 100 percent since 1979-80. A sharp deterioration in 
Australia's current account led to a 20 percent decrease in the 
value of the Australian dollar relative to the U.S. dollar during 
the first half of this calendar year. While the depreciation did 
provide an opportunity to improve the trade account, a decision to 
compensate wage earners fully over the next six months for the 
increased costs of imported goods may fuel already high rates of 
inflation. Worse than expected current account and inflation 
figures in November reduced the value of the Australian dollar 
relative to levels of recent months. 


The Australian government's response has been to tighten monetary 
policy and drive up interest rates. The very high rates, however, 
appear likely to choke off some investment and dampen otherwise very 


robust consumer spending. It is becoming less certain that the 
government's projected 4.5 percent non-farm GDP growth in the July 


1985-June 1986 period will be realized, although substantial growth 
is likely to continue. 
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U.S. exports have fared well in Australia despite higher costs 
through the effects of the depreciation. Prospects for continued 
growth in U.S. exports to Australia look promising in a number of 
areas. Inward investment prospects also look attractive as the 
government relaxes some investment controls. Partial deregulation 


of the Australian banking sector has opened up new U.S.-Australia 
banking ties. 


We expect a bumpy road for Australian economic policy makers over 
the next six months as they attempt to control inflation and current 
account deficits, and react to lower than expected growth. However, 
Australian economic policies appear sound and should be able to 
contain these problems without squeezing all the growth out of the 


economy. Economic uncertainties, nevertheless, abound over the next 
six months. 


Introduction 


Australia has tackled with imagination and dedication the problem of 
stimulating its economy out of the economic recession of 1982. With 
the arrival of the Hawke goverment and widely respected Treasurer 
Paul Keating, the GOA adopted a decidedly expansionist fiscal policy 
significantly boosting government spending, from a traditional ratio 
of below 40 percent of GDP to a 43-44 percent range over the last 
three years. Private capital inflow from abroad since 1981-82 has 
also run at levels much higher than previously due largely to 
resource investment and private sector borrowing. The dual 
combination of stimulatory fiscal policies and heavy overseas 


borrowing has been notably successful in creating a strong economic 
growth performance. 


Over the past year, many changes have occurred in the Australian 
economy as a result of this earlier stimulus and as a reaction to 
it. These changes are discussed sector by sector below. 


Fiscal Policy 


During the period of expansionary fiscal policy, the GOA always made 
clear that government spending would be wound back as private sector 
activity perked up. In its budget released this August, the 
government made good on its promise. In the 1985-86 budget a 
reduction in the deficit of nearly A$2 billion is projected. 


proportion of GDP, the budget deficit in 1985-86 is forecast to be 


As a 


about 2.1 percent, the lowest level since 1981-82. This approach 
reflects the Australian government's view that the generation of 
jobs and rising living standards will now increasingly depend on the 
private sector. The GOA policy reflected the real chance of 
overheating the economy and causing serious balance of payments 
disturbances if government spending did not retreat in the face of 
private sector expansion. Thus, the government has announced in its 
85/86 budget, the so-called trilogy commitments: 


- there will be no tax increase as a proportion 
of GDP in 1985-86; 
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- government expenditures will not increase as 
a proportion of GDP in 1985-86; and 


- the budget deficit will be reduced in money 
terms and as a proportion of GDP in 1985-86. 


These commitments have required some considerable cuts in 
expenditures planned for the current fiscal year. However, 
government economic discipline has been strong as reflected ina 
projected increase in total budget outlays in the coming year of 
only 1.3 percent, down from 6.1 percent in 1984-85. 


Although the government had planned a sweeping reform of the tax 
system this year (consistent with its pledge not to increase taxes), 
this effort was not as successful as had been hoped. The government 
had sought to change the emphasis on taxation from an income tax to 
a direct sales tax approach. However, such sweeping tax reforms 
were not acceptable to a wide range of Australian interests. After 
much effort, however, some important tax changes were proposed. 


These include: 
- the introduction of a capital gains tax on 
property purchased on or after September 
of this year; 


sharp tightening of the tax rules on the 
deductibility of fringe benefits 


corporate income tax increases; and 


offsetting individual tax reductions,especially 
in the top brackets. 


Recent adverse economic news on inflation, current account deficits, 
and further erosion in the value of the A$ may make enactment of 
these tax changes more difficult. 


Monetary Policy and Exchange Rates 


Because of its natural resource and farming base, the Australian 
economy has a very high propensity to import as growth increases. 
Thus, since the A$ was floated in 1983, trade imbalances have been a 
concern in periods of high growth. This concern was borne out by 
the sharp slide of the Australian dollar in the first half of 1985. 
As imports soared due to high domestic demand, and as commodity and 
agricultural exports turned sluggish, support for the Australian 
dollar weakened. On a trade weighted basis, the value of the 


Australian dollar fell some 20 percent between December 1984 and 
June of 1985. 
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In order to prevent a further slide the GOA moved toward a much more 
restrictive monetary policy. The GOA's efforts to restrict credit 
and to reduce the inflationary expectations generated by the 
depreciation, have combined to give Australia some very high 
interest rates. At the moment the prime bank rate is 18.75 percent. 


The efficacy of the current monetary policy however is extremely 
difficult to judge in current circumstances. Because of the 
deregulation of the banking sector (discussed below), banks are more 
competitive with non-bank financial institutions and there has been 
a shift in assets toward banks. Such a shift however shows up as an 
increase in the money supply. Thus, this January, the Treasurer 
announced the discontinuance in the formerly widely used M3 as a 
monetary target. The June quarter figures indicated that the M3 was 
some 16 percent higher than June 1984; however, we believe that a 
considerably tighter monetary policy was in effect than the growth 
in this money supply indicator would suggest. 


Nevertheless, figures released for the year through September 30, 
1985, continue to show a 16 percent increase in the money supply 
("broad money" in this case). Whether valid as an indicator or not, 
the foreign exchange markets clearly have a tendency to believe such 
figures. This market reaction has forced the Australian Reserve 


Bank to restrict credit further in order to maintain the value of 
the A$. 


Given the uncertain outlook for the A$, we would look for further 
interest rate increases over the next six months. 


The External Account 


Perhaps the most critical feature in the sustainability of 
Australian economic growth relates to the’ external account. As 
noted above, the Australian dollar underwent a 20 percent trade 
weight depreciation between December 1974 and June 1985. Obviously, 
much attention is now focussed on the response of both imports and. 
exports to this change in the value of the currency. 


The Australian government has predicted that the response to the 
depreciation would follow the traditional "J" pattern, i.e. that the 
external trade account would deteriorate in the months following the 
depreciation but that over time export performance would strongly 
benefit from cheaper foreign currency prices for Australian products 
and import substitution would occur because of higher domestic 
prices for imported products. 


The first phase of the GOA's prediction about the current account 
has proven correct. Current account deficits since May 1985 have 
run higher than the average of the previous two years. The October 
current account figures in fact were significantly worse than 
previous months, though some seasonal factors were involved. The 
trends in the balance of trade are less consistent but as yet show 
no continuing improvement and import levels have not yet fallen off. 
A long run turnaround in the current account however is central to 
the success of the GOA plan. The budget assumption of a 5 percent 





growth rate this financial year is predicated on a 1.25 percent 

contribution from the external sector in the form of both higher 
exports and more signficantly from domestic growth due to import 
substi- tution. Thus, continuation of higher imports and slack 

export demand will lessen projected growth significantly. 


Import substitution develops particularly slowly in the Australian 
economy, however. The manufacturing sector is small and unable to 
quickly take advantage of the beneficial effects of depreciation. 
Imports have also shown low price elasticities because of the 
Australian preference for high tech and brand name products. As 
will be discussed below, increases in exports of resources and 
agricultural products (which make up 80 percent of Australia's total 
exports) do not appear likely to compensate for increased imports. 


Continuation of a significantly adverse current account balance into 
1986 could again undermine confidence in the Australian dollar and 
force further downward movements. 


Inflation and the External Account 


In an economy as heavily dependent on external factors as Australia, 
the value of the Australian dollar can and does significantly affect 
the consumer price index. Thus the roughly 20 percent 
trade-weighted depreciation of the Australian dollar added 

1.8 percent to the CPI. To realize the benefits of the 
depreciation, this inflation must be dealt with by government 
policy. In Australia this is particularly important given the 
centralized wage system. Twice a year, wage increases throughout 
the economy are decided by a panel. The panel recently decided to 
accept a government-labor agreement not to discount the wage 
increase for the effects of the depreciation on the CPI but postpone 
such discounting until April 1986. While the panel's decision to 
grant a 3.8 percent wage increase for the next six months will 
contribute significantly to labor stability in Australia in the 


coming period (not an insignificant benefit), the price paid will be 
higher inflation. 


Inflation in the quarter ending in September was 2.2 percent (CPI). 
The Australian Bureau of Statistics estimates about 20 percent of 
this quarter's rise came from depreciation. Government analysts 
predict that inflation will continue to rise from the current rate 
of less than 7 percent to about 8 percent before beginning to fall 
again as discounting begins to take hold. Private analysts put the 
inflation forecast somewhat higher at 8.7 percent. With the average 
OECD consumer price increase running 4.7 percent (July 1985 basis), 
Australian efforts to control its inflation assume some importance 
in maintaining international competitiveness. 


Consumption 
Private consumption continues to be a bright item in the Australian 


economic outlook, and an item on which the government is counting 
heavily for sustained growth. Real household disposable income is 
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projected to grow 2 percent over the next year. Together with a 
fall in the savings ratio from the high levels of 1984, private 
consumption could rise 3-1/2 percent in the 1985-86 fiscal year and 
continue strong even beyond this year. 


Government projections of a 3-1/2 percent increase in consumption 
represent a slight easing of 1984-85 growth in this area, which was 
3.8 percent. Inflation, slower employment growth, and high rates of 
interest account for this slight decrease. Projected tax changes on 
fringe benefits may also cut consumption in such areas as new motor 
vehicle sales. 


If the government is forced to tighten monetary policy and raise 
interest rates further, as is now beginning to happen, consumption 
is bound to suffer. Variable rate mortgages are common in 
Australia, a fact which will quickly reduce disposable income. 
Higher rates on bank cards would have a similar effect. Thus, at 
least a part of the solution to current balance of payments problems 
will come through reductions in domestic demand. 


Investment 


The most dynamic element of the Australian investment account has 
been housing construction, which has been buoyant over the last 
3-1/2 years. Financing has been readily available, interest rates 
have been moderate and government incentives have been generous. 
There are clear signs however that housing starts have reached a 
peak, and will fall off somewhat. Funds for government regulated 
home mortgages will also become more limited if interest rates rise. 


Private business fixed investment has recovered somewhat from a deep 
slump in 1983-84 (due primarily to a fall in resource investment); 
however, business investment as a proportion of GDP remains fairly 
subdued. Recent surveys, done in June 1985, have indicated a 
potential for higher investment. Surveys show a 16 percent higher 
planned investment rate among companies polled. As is true of 
consumption, however, higher interest rates will reduce investment 
potential, perhaps significantly. 


The Resources Industry 


The Australian resources industry has continued to grow in 
importance, both domestically and internationally. World-wide 
abundance in supply, because of the high level of stocks and 
over-capacity, has led to depressed prices over the last several 
years but, the increased volume of exports, combined with the 
depreciation of the Australian dollar in relation to the US dollar, 
has meant a continuing rise in the value of resource commodity 
exports. Mineral output for 1984 was A$12.2 billion, up nearly 

20 percent from the 1983 total of A$10.2 billion. Exports were up 
16.5 percent, mostly because of higher coal shipments, from 

A$9.7 billion in 1983 to A$11.3 billion in 1984. 
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While the industry accounts for only one and a half percent of total 
employment in the country, and 6-7 percent of gross domestic 
product, its importance in foreign trade is overwhelming. Mineral 
commodities currently contribute 49 percent of Australia's export 
earnings, compared to agriculture's 39 percent and the mere 

12 percent of manufactured goods. Although the resources sector is 
dominant, its relative importance in the the nation's trade will, if 
anything, increase in the short to medium term. 


Production and exports should again set new records in 1985. 
Production rates for bauxite, black coal, gold, iron and manganese, 
as well as oil] and gas are at their highest levels in Australian 
history. Australia displaced the US as the world's largest coal 
exporter in 1984, earning close to A$4 billion in foreign exchange, 
17 percent more than the 1983 record. Even at the higher levels of 
production reflected in output for 1984, Australia still had excess 
capacity. For instance, coal mines, some of which only recently 
came on stream, operated at only about 80 percent capacity in 1984. 
At current rates, coal production and exports for this year will be 
still higher. Coal is moving through one major port, only recently 
expanded, at close to its limits. 


Output of other commodities, including at least gold, iron, crude 
oil and natural gas, will also again set records in 1985. The 
prices for gold and the energy commodities, while still weak for 
some producers in the world, offer the best and most reliable return 
on resource investments in Australia. Efficient, new mining 
techniques and relatively rich and amenable ore bodies have induced 
the equivalent of another gold rush throughout the country. 
Expenditure on exploration is approaching 40 percent of the total 
for all minerals (excluding oil and gas). 


Australia is now over 80 percent self-sufficient in petroleum, and a 
net exporter of energy commodities. The current rate at which new 
oil is being found, however, is only about three fourths the rate of 
consumption. Exploration policies are a subject of debate between 
the Australian government and the industry. The exploration 
companies and their association contend, for instance, that the 
so-called resources rent tax on new offshore oi] imposed in July 
1984 has discouraged drilling on the continental shelf, where the 
best prospects are located. The government notes that, with the 
decline in oil prices over the last several years, offshore drilling 
around the world has fallen off. The government also argues that 
the resources rent tax, which is based on profits, is far preferable 


to the the system of royalties that applies to other oi] production 
in the country. 


Agriculture 


During the third quarter of FY-85 the outlook for prices for several 
rural commodities has deteriorated. The index of prices received by 
farmers in 1985-86 is expected to be only 2 per cent higher than in 
1984-85 despite the beneficial effects of the deterioration of the 
Australian dollar. The real net value of rural production, which is 
a key indicator of the economic performance of the rural sector, is 
now forecast to fall by 26 percent from 1984-85 to 1985-86 following 
a decline of 19 percent from 1983-84 to 1984-85. 
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Crops sector: Export prices for U.S. wheat have declined by about 

12 percent since the beginning of 1985 and the downward pressure on 
world wheat prices appears likely to continue. The price of 
Australian wheat is now forecast at A$176/tonne for 1985-86, down by 
3 percent from the price of A$182/tonne in 1984-85. With average 
crop prices expected to decline by 2 percent over the period, the 
gross value of production for all crops is forecast to fall to 

A$7.3 billion, which is 12 percent below the record level of 1983-84. 


Livestock slaughterings: The outlook for the livestock sector is 

slightly more favourable. Price rises of 3-5 percent are expected 
for beef, pigs and poultry but lamb prices are expected to remain 

steady and mutton prices to be nearly 25 percent lower in 1985-86. 
The volume of total slaughterings is expected to increase by 

3 percent with an increase in value of 7 percent to A$3.8 billion. 


Livestock products: Wool production is forecast to decline from 800 
kt to 791 kt. Lower cuts per head will more than offset an increase 
in sheep numbers. With an expected price rise of 6 percent, the 
gross value of production for wool is forecast to rise by 5 percent 
to A$2.4 billion. The gross value of production for dairy products 
is forecast to rise by 4 percent as is the gross value of production 
for total livestock products. 


Prices paid and costs: Average prices paid by farmers in 1985-86 
are expected to be 7 percent higher than average prices paid in 
1984-85. Farm costs are forecast to rise by 5 percent reflecting in 
part a 4 percent drop in total farm production. 


Gross value of production: A decline of 4 percent in the volume of 
rural production and a small increase in the prices received by 
farmers are expected to result in a slight decline in the gross 
value of production to A$15.1 billion in 1985-86. 


Net value of production: With the gross value of production 
declining and farm costs continuing to rise in nominal terms, 
residual net value of rural production in 1985-86 will be 
significantly lower than in 1984-85. A drop of 20 percent is 
forecast in nominal terms and, after adjustment for inflation, a 
decline of 26 percent in the real net value of rural production is 
expected. 


Exchange rate assumptions re agriculture: In preparing these 
estimates, it has been assumed that the Australian dollar will 
average US72¢ during 1985-86, compared with an exchange rate of 
US77¢ in 1984-85. 


The Labor Market 


Consistent with the steady growth in demand and output, the labor 
market strengthened further during 1984-85, although at a less rapid 
pace than in the past. By June 1985, employment was up 384,000 from 
the trough of a little over 2 years earlier. There were further 
reductions in the rate of unemployment during 1984-85. Employment 
in service industries continued to show the strongest growth, with 
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employment in manufacturing remaining relatively flat. At this 
point, the labor market could be characterized as relatively tight; 
however, average weekly earnings have shown declining increases 
during 1984-85 due to the centralized control of the Australian 
Conciliation and Arbitration Commission. 


As noted previously, wage earners were awarded a 3.8 percent 
increase in November 1985, however, which will send labor costs 
higher again. Since wage costs are linked directly to inflation, 
the outlook is for the increases in labor costs to continue. 


IMPLICATIONS FOR THE U.S. 


Much is changing in the Australian economy and many of these changes 


have importance for U.S. interests. Some of these areas are listed 
below: 


Deregulation 


Despite the fact that Australia has a labor government, it has 
pursued som? very enlightened market oriented policies. Most 
significantly, Australia recently partially deregulated the banking 
sector, removing many interest rate limits and allowing the entry of 
16 new foreign banks, five of which were U.S. banks. The entry of 
these U.S. banks is just now beginning to be felt. Chase Manhattan 
and Citibank are moving rapidly into the retail banking sector and 
beginning to provide competition for what was a rather entrenched 
banking system. The penetration of these and other banks will 
increasingly tie Australia more closely to international financial 
markets, and make financial transactions easier for U.S. firms. 


The floating of the Australian dollar, which occurred some eighteen 
months ago, also has significant implications for U.S. investors and 
exporters. Given the thinness of the market for the Australian 
dollar and the weakness in Australian external payments accounts, 
continuing gyrations in the value of the Australian dollar relative 
to the U.S. dollar can be expected. The swings during the past six 
months have been fairly wide -- from a high of U.S.$0.72/A$ to a low 
of U.S.$0.62/A$. Particularly in the investment area, care will 
need to be taken to time the transfer of funds. Our general view is 
that the low value of the Australian dollar at the moment may offer 
U.S. investors significant opportunities. However, it must be 
emphasized that lack of knowledge of the Australian economy in 
Europe and the U.S. often lead to misinterpretation about the 


significance of economic news and consequent rapid swings in the 
value of the currency. 


Inward Investment 


Australia has consistently welcomed foreign investment, but has 
required that nearly all significant investments be subject to 
approval by the Foreign Investment Review Board. Most investment 
proposals, however, have been approved. There are continuing 
efforts being made by the Australian government to attract foreign 
investment in a variety of sectors. Recently a series of investment 
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liberalization decisions were announced which, while not exactly 
sweeping in their impact, served to "gently" relax the controls the 
GOA has over inward foreign investment. The actions include: 


-- elimination of the requirement that foreign investors publish in 
advance take-over plans for privately-held Australian business or 
real estate. (This measure should significantly speed 
acquisitions.); 


-- raising of threshold values allowing somewhat larger investments 
than before to be made without government approval; 


-- continuation of the moratorium on controls on investment in 
merchant banking; and 


-- signaling that insurance sector was one in which the government 
particularly welcomed foreign investment that would assist in 
rationalizing the industry. 


Given the balance of payments problems being encountered by 
Australia, we look for a continuing favorable reception by the 
government to foreign investment proposals and probably further 
liberalization measures within the next year or so. The government 
will particularly welcome any investment that promises export 
potential to the Pacific market. 


Outward Investment 


While the Australian government is moving to facilitate inward 
investment, it is also moving to make outward investment less 
profitable. As part of its recent tax package, the government 
proposed tax changes that would make most investments abroad subject 
to additional Australian taxes. While it is not clear whether or in 
what form such tax changes will be enacted, the government 
initiative may serve to dampen enthusiasm for investments abroad. A 
weak Australian dollar of course also makes overseas investments 
less promising. 


Exports from the U.S. 


Much has been made by government spokesmen of the fact that imports 
are likely to decrease over time in response to the January-June 
1985 depreciation of the Australian dollar. On the surface, it 
would make sense to expect a slide in exports from the U.S. to 
Australia. In fact, however, such a slide is not taking place. 
U.S. exports to Australia continue to grow well (exports to 
Australia were up 16 percent in the first three quarters of 1985 
over the same period of the previous year). In fact this year the 


U.S. has replaced Japan as the largest supplier of goods to the 
Australian market. 


Our explanation for this growth in the face of a depreciated 
currency is that U.S. exports are not particularly price sensitive 
at this stage. Australians have been pleased with the quality of 
U.S. goods and the technological edge we have in areas such as 
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computer software for example. U.S. brand name goods continue to be 
attractive. Thus, despite the weakness of the Australian dollar, we 
continue to expect a good growth in U.S. exports to Australia. 


Particular areas of export potential over the next six months 
includes the computer hardware, software, and services sector. The 
total market for this sector in 1983/84 was estimated to be U.S. 
$2.5 billion and is projected to grow to $3.5 billion in 1987/88. 
The deregulation of the banking system particularly will see the 
financial and insurance service sector continue to spend large 
amounts of money on computer related products in an effort to 
maintain or increase market share. 


Biotechnology is also a promising area for increased U.S. exports. 
The Australian market for biotechnology and pharmaceutical products 
is expected to triple by 1995. The Australians themselves are 
making major efforts to develop a manufacturing capability in this 
area, but lack of funding and the high cost of establishing 
facilities hamper their efforts. Manufacturing under license in 
Australia also provides a promising avenue of approach. 


Analytical Scientific and Medical Instruments should also be 
mentioned. A 5-10 percent growth in imports from the U.S. is 
expected through 1988 with emphasis on laboratory intruments. 
Industrial process controls, security and safety equipment, air 
conditioning equipment, and agricultural chemicals also figure in 
the list of promising prospects for U.S. products in Australia. 


American companies have long been important suppliers of goods and 
services to the Australian resources industry. The continuing slack 
demand in international markets for most mineral resources, because 
of weak economic growth, large stocks and excess capacity, has 
shrunk temporarily Australian investment in many of these goods and 
services. Still, in order to keep existing facilities competitive, 
particularly in a market where other countries may subsidize their 
producers, Australian firms must constantly increase their 
productivity. That generally means more capital investment, even if 
not much of it is in large scale efforts to expand capacity. Thus, 
while Australia seems destined in the medium and long term to be one 
of the major markets in the world for all goods and services needed 
by the mineral and energy resource industry, in the short term the 


Australian market for U.S. products in the resources industry wil] 
be reduced and more specialized. 


Conclusion 


The Australian economy is in transition. Balance of payments 
difficulties, high inflation, a weak currency, and tighter monetary 
policy all combine to make forecasting unusually difficult. 
Nevertheless, we believe the medium term outlook for the Australian 


economy is very good and that both trade and investment prospects 
for U.S. firms remain promising. 
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